By DAVID J. LEVIN

State and Local Government Fiscal Position in 1980

THE State ond local government
surplus on & national ineome snd prod-
uct accounting (NIPA) bagis was 28
bilion in 1880, up $2 billion from the
surplus in 1979, The inereace in the sur-
plus reflected  larger ncceleration in

} rcecaipta growth than in expenditores
M erowth. It was the net result of n §3
il billion inerensa in €he sorplus of social
J insurance funds and a $1 bilkion decline

in the surplus of other funds, The other-

1 fands surplus hes declined each year

sinea 1977, from $10 hillion to pbout $2

i billion in 1080,

Recelpla

Stato and local government recaipts
incraased 9 percent in 1980, up from o
To:-pereent iricrense in 1979, but below
the inereases of 10 percent or move veg-

g lstared in 1977 and 1978 (table 1). AM

eatepories of reesipta recorded strong
ihcremses in 1980 exeept ecorpornte
profits tax accrualz, which declined 814
Parcent. (General wn-sourde receipts ac-

o celarated—from a Ti4-percent to o 8-
J percent inoresse—despite the decline in
3l corporsts profits taxes. Mejor increases

7 Wars in personsd tox and nontax receipts

{eapecinlly incoms taxes) und in indi-

S rect business tax snd montax accruals
0] other than sales and property taxes,

especially in receipts related to exploitn-

¢ tion of mineral wealth,

Pyrsonn! income tax growth nccel-

& erited in 1980 despite o deceloration in
xf come groweh. The 16-percent incresss

wasin Jine with inereases in recent years

i 8xeept 1070, when the increase was only
i 2 percent. The patiern nppears to be re-
af 1eted to thot of net fina] settlements. In
411978, refunds exceeded payments on set-
21 tlement by approximately $1 billion; in
'Y 1978, the excess widened to nbout §2.5

billion s ¢ result of law chonges affect-

3.4 Ing 1978 linhilities, The change of sbont

$L5 billion from 1978 to 1279 aceounted

Mrfor much of the 1979 deceleration. Tn

1080, the excess was again obont $2.8 hil-
lion, 50 that final settlements had litde
effect on the change in personal income
tnxes.

Snles taxes, the Jargest category of
indirect business texes, ngain inerensed
less than in the preceding yesr. {nso-
line tazes deslined alightly, despite
number of rata increases, 18 gnsoline
consumption declined for the sascond
conseentive yeor, Factors eontributing
to the dacline in consumption were an
increaging proportion of more fuel-
efficient vohicles in the flast and o de-
elins in the nomber of milez driven,
(Zenernl sales tax growth was held down
by b number of law changes, Several
Btates exempted some or all purchases
of residential utilities from the anles tax
baze. Tlinoiz and West Virginin con-
tinued o phased removal of food sald in
groeery stares from the base, and Colo-
rado retoved these food sales from the
basge,

Business property taxes incrensed
very slowly by historical stenderds—
sbeut 5 percant—but more than in 1978
and 1979, The virtual ahsence of growth

it 1978 and 1979 wos largely the result
of California’s Proposition 18, which
affected the second half of 1978 nnd all
of 1978, By 1980, it no longer exerted a
major negotive eflect on the yesr-to-
year change. Tax limitations other thon
Proposition 13 enacted in 1978 are still
slowing property tex growth. In addi-
tion, thare ara other possible reasons for
continued slow growth: (1) Locel offi-
cials may have found it pradent to limit
tax grawth in order to lessen pressures
for voter initintives, and (2) local gov-
prntnentg thet gesupniated surpluses,
28 locel governments ng & whole did in
1977 and 1978, allowed tax growth to
decelerats while acewmulated belances
ran down, In 1950, thers were referen-
dums in several States designed ic re-
striet ssveyaly the growth of properiy
taxes, However, these measures failed,
with the exception of one in Maseachu-
getés. This referendam required legisla-
tive Implementaiton for seversl of ita
provisions, and both magniinde and
timing of its property tax provisions
ara #a yei 1melanr,
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Contributions for social insurance
inerensed 12 porcent, comparad with
1415 percent in 1979, Most of this de-
celeration, wus accounted for by n 204
billion refund wnder the cash sickness
{temporary dizohility insurance} pro-
gram adwministered by the State of Coli-
fornin ; 80 percent of contributions pnid
by employees to the program during
1979 was returned during 1980,

Federn) grents-in-nid lncreased $1%
percent, compared with only 4 percent
in 1979, but 1015 percent and 1414 per-
cent in 1977 and 1873, Much of the ac-
celeration +was In entitlement pro-
grams—Federnl support for welfnre
benefits, medical vendor purchages, pro-
vigion of food and home-heating for the
needy, and troaining and human devel-
opment programs. Grants for thesa pro.
grams increased I4 percent. Grants
for capitn! purposes nleo increased
strongly—11%5 percent—despite a $1.2
billion decling in locsl public worls
grants due to the running down of the
197T program (only $0.2 billion of an
original $6 billion remained tnspent as
1980 ended). All othar granis reporded
an inerense of less than 2 parsent,

Expendiiures

Expenditures increased 914 percent
in 1980, compered with 844 percent in
1878 {table 2). Accelerstions in pur-
cheses of structures and in direct reljef
tronefer payments—the latter reflocting
the 1980 slowdown in the economy—
wore mojor factovs,

Totel purchases again increased 8lb
percent, but the compesition of the in-
er¢ase differed from that in 1978, Pur-
chases of structures increased 12 per-
aent, wp from 734 percent. The 1980
incrense was ore than nceounted for by
prices, which increased 13 percent; real
purchases of structures declined slighi-
1y, Other purchases of govds and serv-
ires from business increased 10 porcent,
& little mers than in 1979, Beal pur-
chnges wers flat. Compensation of am-
Ployees increased 844 percent in 1980,
less than in 1979, Higher average comn-
pansntmn accounted for most of the
1980 increase. Real compensstion in-
creased only about 1 percent. About one-
hulf of the incrense in 1eal compensn-
tion was due to on increxse in employ-
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ment. The other one-half was due to a
shift from employment funded by
the Compichensive Employment and
Training Act (CETA), which declined
nbowt V5000, to permancnt employ-
ment, which increased by nbout 140,000,
{In the derivation of resl compensntion,
a CETA employee’s services are valuerd
at $7,000 in 1972 dollars, which is the
estimated average compensation of an
employee under the Public Employment
Progyam of 1972, and & permenent em-
ployes's services are valved ot about
$11,000; thus o shift of 75,000 from
CETA to permanent employment is
valued at about %3 billion in 1972
dollnrs. )

In 1977 and 1978, CETA hiring by
Statea and localities hod been Inrgely
an addition t¢ nermsl increases in em-
ployment {chart 5). In 1978, when
CETA employment first declined, other
employment  necelerated, suezgesting
that many of those lenving CETA tolla
became permanent employees.

In 1880, Lowever, the forther decline
in CETA. employment. wee not oifset by
larger-than-normaol inereazes in perma-
nent employment. Awmang tha factors
that contributed to the change in pat.
tern from 1970 to 1980 ara that: (1) the
Beiter qualified CETA employees, who
nra more ansily sbsorbed into the perma-
nent workforee, wears “skimmed™ off in
1¥7% a5 manspars anticipated further

Fabroary 1981

declines in CETA employment, and (2)
by 1880 many governments had run
down surpluses accnmulated in 1977
wnd 1678, so that they wera no Jonger
nble to finance larget-than-normal
hirings.

Tronsfer payments to persons in-
creased 11 percent, vp from ¥ percent in
1979. Welfare and relnted transfers,
which react quickly to chonges in the
econoiny, accounted for most of tha xe-
caleration ; they were up 14 percent after
o increass of 314 percent in 1973 Bene-
fits from social insurance funds in-
crensed 11 percent, slightly less than in
1973, and other tringfers increased 814
percent, more than in 1979,

Interest received by government,
which i3 netted agninst interest poid in
the NIPA’a, increased mors rapidly
than did most types of expenditures,
thoz holding down total expenditurez
growth. Dividenda received by social
insurance funds (which, until the e
cently published comprehencive ve-
vision of the NIPA%, were included
with interest received) increased 414
purcent in 1980, more than in 1979, bt
signifieantly less than in 1977 and 1975,
The lower rates of in¢rense reflect a
shift in the holdings of State and local
government-administared  retirement
gystems from stocle—ie. dividend-pay-
ing investmenis—to interest-herring
investments.
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Fiscal position

With a surplus of $2 billion on 1980,
the State and loeal government sector
excluding social insurance funds barely
maintained the record of surpluses reg-
istered sinee 1975. These surpluses had
been $10 billion in 1977 and 1978 and $3
billion in 1979. Over the past several
years, certain mineral-wealthy States
have recorded strong revenue growth,
partly in response to sharply rising en-
ergy prices. In Texas, Alaska, and Lou-
1s1ana, severance taxes and royalties in-
creased sharply, as did corporate profits
taxes in Louisiana and Alaska (Texas
does not levy a corporate profits tax).
These States have aceumulated sur-
Pluses, while other States and localities
In aggregate have moved into deficit.

This other-funds measure has usually
registered a deficit; prior to 1972, when
general revenue sharing funds account-
ed for much of the surplus, the Jast sur-
Plus was recorded in 1947, Because capi-
t“_' spending by government is combined
With current spending in the summary
NIPA presentations and because much
of th‘e.lcupital spending by States and
localities is funded by long-term bor-
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rowing, the “normal” fiscal position of
the other-funds measure has been a defi-
cit.* The 1980 acceleration in capital
spending helped explain the continued
move toward defieit.
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In 1081, total receipts will increase
at the same or at a slightly faster rate
than in 1980. General own-source re-
ceipts are likely to increase faster, about
11 percent. The increase in personal in-
come taxes is likely to accelerate. Sev-
eral States now indexing these taxes—
ie., adjusting any or all three of the
determinants of tax liability that are
stated in dollar amounts (personal ex-
emptions and deductions, and tax rate
brackets) to reflect changes in the price
level—are considering modification of
the practice, Indexation had a modest
dampening affect on overall 1980
growth; the intent of the modifications
is to allow more rapid increases. If the
economy improves in 1981, the decline
in eorporats profits taxes will end. It is
likely that there will be fewer law
changes limiting sales tax growth than
there were in 1980,

Localities may allow property taxes
to increase somewhat more rapidly than
in 1980, as State legislatures (and the
Federal Government as well) limit
growth in grants-in-aid for local gov-
ernment use. The property tax increase
will be held down by the Massachusetts
action mentioned earlier, which will re-
duce total property tax accruals about
20.4 billion in 1981, Other indirvect busi-
ness taxes will continue to increase rap-
idly, as energy prices continue to rise.

1. Thig and other charactertstics of the surplus
and defleit in the NIPA framework are discussed
more fully In "State and Local Government Fiscal
Posltlon In 1878, in the December 1878 lasue of
the Survey of Current Funingss,
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These faster increases in own-source
revenue will be partly offset by a slower
increase in Federal grants-in-aid. The
State portion of general revenue-shar-
ing is scheduled to stop in 1981, re-
ducing grants by $2.3 billion, and it
appears that the Administration will
attempt to curb growth in grants pro-
grams supporting construction of high-
ways, mass transit, and water treatment
plants. Grants for CETA employment
are likely to be further reduced, if not
eliminated, in 1981. For the year as a
whole, grants increases are unlikely to
exceed 4-0 percent,

Increases in expenditures will prob-
ably remain under 10 percent. Construe-
tion will probably increase very little,
as grants for capital purposes are cut
back, Further reduetions in CETA em-
ployment will probably limit compen-
sation growth, and some improvement
in the economy will allow welfare trans-
fers to increase more slowly., In Cali-
fornia, State spending may have to be
reduced below eurrent levels,

Following the passage of Proposition
13 in 1978, the State used its large ac-
cnmulated general fund surplus to help
finance local government spending,
especially for welfare and education,
{ See *Proposition 18: One Year Later,
in the November 1979 Svrvey or Cun-
neExT Bosiwess.) That surplus, which
wns $1 billion in June 1979, declined
to less than $1 bhillion as of January
1981: almost all of that surplus is re-
served for an “economic uncertainty®
contingency fund. Unless increases in
major State receipt categories accelerate
sharply in the next few months, State
support for loeal operations will have to
be reduced.

The 1981 surplus on the NTPA basis
will be somewhat larger than in 1880—
about $32 billion. The social insurance
funds will show a surplus of about that
amount, and the other funds will be in
approximate balance. Several of the
points mentioned—specifically, smaller
increases in welfare transfers, stability
of corporate profits taxes, and larger
increases in personal income taxes—
rest on an assumption of some improve-
ment in the economy. In the absence of
such an improvement, the other-funds
measure will move into deficit.



